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INDUSTRY'S INCREASING COST OF LIVING 


HE economic stratoliner upon which the nation began its joyride sails majesti- 

cally on, sometimes in level flight, sometimes rising, but seldom does it show 

an inclination to descend, Most of us who climbed aboard so gayly are, in 
addition to being slightly airsick, suffering acutely from the altitude, 











While much has been said and written concerning the rigorous effect of our flight 
) on the consumers, little sympathy is extended to the producers who are after all 
: fellow passengers on our high-flying and protracted cruise. In fact, the producers 
| who supply us with the most bountiful standard of living on earth, are lambasted from 
one Side to the other for “charging” high prices and for making “unreasonable” 
profits, 


) ) & Out of these so-called unreasonable profits (which amounted to 5,1 per cent of 

sales in 1946) must be paid dividends to the stockholders and plant and machinery ex- 
pansion costs, New plant and equipment expenditures by all private nonfarm busi- 
nesses are expected to exceed $15 billion in 1947, 


Much of the plant expansion which took place during the war is unsuited for the 
production of goods needed today. Of course, the expansion in the steel and aluminum 
industries is being utilized to a very great extent, The airplane plants and shipyards, 
however, are not particularly adapted to producing other types of goods, While some 
{ reconversion of war plants has taken place, there is a continuing need for more 
| production facilities, 


In addition, a good part of our production plant has become obsolete or worn out, 
One of the chief curbs to inflation has been the fine production record of our indus- 
try - more production would be a still greater curb, If our present production level 
/ is to be increased or maintained, our production facilities must be increased and 
maintained, In fact, some authorities on the subject have estimated an accrued deficit 
of $40 to $60 billion in our present production plant, 


In order to show what the industry of the country faces in maintaining and aug- 
menting present production, we have drawn the six charts on page 483, The charts 
show the price rise that industry must pay for certain basic goods and services, 
These figures are taken from the Bureau of Labor Statistics and are indexed on a 
> e 1935-1939 average as their base, 
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A quick reading of these charts will show the following percentage price increases 
since 1934: 
(cont, on page 482) 481 























INDUSTRY ’S INCREASING COST OF LIVING 
(cont, from page 481) 


Increase since 1934 


Wholesale price of raw materialS .........sscceee 150% 
Price of semi-manufacturing iteMS............e00. 98 
Price Of all TUelS......ccccccescscesccccccsscsceessccccsece a8 
Price of all metals and metal parts ............e00. 74 
Price of building materials ..........cccccccccsssceeee 116 
Average hourly wage in building trades........... 111 


In contrast with these increases, the cost of living index has increased 71 per 
cent. It therefore seems apparent that the consumers are not the only passengers 
suffering from the altitude, 


In addition to increased costs of every nature, many industries have been saddled 
with a lower output per man hour, This drop in over-all efficiency has been caused 
by: worker attitude, an increase in the number of inexperienced or “marginal” work- 
ers, and growing obsolescence of machinery and plants, 


WAGES RISE FASTER THAN COST OF LIVING 


ESPITE much discussion to the contrary, manufacturing wages have risen 
|) more abruptly than the cost of living. Although union spokesmen have been 

quite bitter at times in their denunciatjon of high prices the fact still remains 
that for the past several years living costs have followed instead of preceded wage 
increases, 


On page 484 is a chart showing three indexes, hourly wages in manufacturing, 
weekly wages in manufacturing, and the cost of living. All figures are taken from 
the Bureau of Labor Statistics and all are on the same base, 1935-1939 average 
equals 100. 


The chart shows plainly that since 1933 (when wages and cost of living reached a 
low point) both have been climbing and that wages have climbed higher and faster than 
the cost of living. 


Following V-J Day both hourly and weekly wages dropped as a result of a shorter 
work week and the curtailment of overtime, Early in 1946 wages began their upward 
climb once more, and at this writing seem to be headed for still greater heights, 


During this time the cost of living has been rising too, No one can dispute that, 
but we disagree with those who say that price rises preceded wage rises, To support 
our contention that the reverse was true, we present the small chart on page 485, 
This chart shows only the period from 1945 through September 1947, 


We have divided this chart into four periods, In period number one we see that 
wages Started a steep climb in February 1946 and that the cost of living rose quite 
Slowly until five months later in July 1946 when it took a big jump. During period 
number two both lines moved up, with the cost of living rising about 2 per cent more 
than wages rose, During period number three wages continued their rise, whereas 

(cont, on page 485) 
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WAGES RISE FASTER THAN COST OF LIVING 
(cont, from page 482) 
the cost of living stabilized for three months, However, at the end of three months 
it reacted to the pressure of continually increasing wages, and in the fourth month of 
this period rose again, Period number four saw the cost of living stabilize once more 
for three months, Then, in the face of still rising wages, it began another increase in 


June of 1947, The latest available data indicate that both wages and the cost of living 
are still rising. 


In the light of this study it is a little puzzling how Mr. Murray can state that in 
order to save the people of this country from the crushing burden of the high cost of 
living, he is going to demand still higher wages. Higher wages will amount to only 
temporary relief for those who receive them and will surely add to the burden of 
those who do not, After many experiences to the contrary, labor apparently still 
expects industry to follow Mr, Truman’s advice to pay additional wages without 
price increases, The principle that no worker can earn more than he produces is 
very difficult for many labor leaders to understand, 
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FAILURES 


NUMBER OF 


from $46,000 to $63,000 in the average liability of each failure, 


pris es (81) and in lumber, building materials and hardware (33), 
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BUSINESS FAILURES 


HE chart above, based on reports by Dun & Bradstreet, Inc., 
of business failures, total liabilities and average liabilities from 1885 to the 
present, During the first ten months of 1947 business failures and liabilities 
increased sharply over those of the first ten months of 1946, 


Shows the trends 


Failures rose from 885, with a total liability of $41 million, in 1946 (January- 
October) to 2846, with a total liability of $179 million (January-October), Thus we 
see that in addition to an increase in the number of failures we also have an increase 


Dun & Bradstreet, Inc., breaks these totals down into the following groups: 


January-October January-October 


1946 
Mining & manufacturing ... 370 
Wholesale trade ...........06. 75 
PE SR nccnndsenccncsssce 233 
a 112 
Commercial service ....... 95 


1947 


1039 
388 
984 
188 
247 


Increase 
over 1946 


180% 
418 
322 
68 
160 


In mining and manufacturing the largest number of failures was in the machinery 
group (244) and in lumber and lumber products (142), 


In the wholesale trade group most failures were in food and farm products enter- 


Retail trade failures were led by eating and drinking establishments (182), closely 
followed by food and liquor stores (167). 
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In the construction field over one-half of the failures were sub-contractors (113). 


Commercial service failures placed passenger and freight transportation com- 
panies at the head of the list, with 104 companies failing, 


One rather odd and interesting piece of information is that only two undertakers 
were listed as failures - apparently a very stable business, Hotels were also con- 
Sspicuously successful, with only four failures being reported, 


The high percentage of retail failures found among food and liquor stores and 
eating and drinking places ties in with the less spectacular sales records that these 
types of stores have established so far this year, 


An analysis of business failures by geographic regions reveals that New England, 
with 7 per cent of the nation’s business firms, had 11 per cent of the nation’s failures, 
The Middle Atlantic region, with 23 per cent of the nation’s business firms, had 28.6 
per cent of the nation’s failures, The somewhat turbulent Pacific region, with only 
8.4 per cent of the nation’s business firms, had 24,3 per cent of the failures, 


Other regions were as follows: East North Central (21 per cent of the nation’s 
firms), 16.5 per cent of total failures; West North Central (11 per cent of the nation’s 
firms), 4.4 per cent of total failures; South Atlantic region (11 per cent of the nation’s 
firms), 6.7 per cent of the failures, East South Central region (6 per cent of the firms), 
2 per cent of the failures; West South Central (9 per cent of the firms), 3 per cent of 
the failures; and the Mountain region, the only area with an “appropriate” percentage 
of failures (3.1 per cent) against its percentage of total number of firms (3.3 per cent), 


The number of business failures is only one view of a very complex picture, (Total 
(cont, on page 492) 
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MANUFACTURERS’ INVENTORIES, SHIPMENTS AND NEW ORDERS 
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INVENTORIES, NEW ORDERS, SHIPMENTS AND SALES 


N early 1946, manufacturer inventories, shipments and new orders began a strong 
| steady rise. For a while all three increased at about the same rate, By mid-year, 

however, production, bolstered by increasing inventory accumulations, picked up 
enough to send shipments ahead of new orders, While inventories and shipments have 
continued their increase during this year, the trend of new orders to manufacturers 
has been slightly down, Inasmuch as shipment time lags new orders from a few 
days to a few months, depending on the industry, we can expect a slow drop in ship- 
ments before much longer, unless the downward trend of new orders is halted, This 
chart covers a period of a rising market and is calculated from dollar rather than 
unit volume. Therefore, the rises in actual unit volume have not been so great as 
the rises indicated by the chart. On the other hand, the drops in actual unit volume 
have been greater than those drops indicated by the chart, Due to steadily rising 


prices, it would be possible to have a small drop in physical volume and an increase 
in dollar volume, 


After a slight pause during the middle of the year, wholesale inventories have 
resumed the rise which began in late 1945, A great deal of the early inventory ac- 
cumulation arose from the fact that goods were being produced in a very uneven 
flow. Later, however, rising prices have played a dominant role in the continuing 
advance of both retail and wholesale inventories, 


While both wholesale and retail inventories are quite high, it should be noticed 
that in relation to sales they are not at a danger point, The charts on page 488 show 
that wholesale and retail inventories in comparison to sales have not in most cases 
increased as rapidly as sales, 


Recent data show that retail sales as a whole for the first ten months of 1947 
were 13 per cent above the same period in 1946. There are three main reasons for 
this increase: 1, higher prices; 2, cashing and spending of terminal leave bonds; 
and 3, increase in unit sales, As the first two reasons are inflationary in character, 
they exert a somewhat sobering influence on what would ordinarily be interpreted as 
a Sign of a healthy economy. 


Several retail groups have shown slight declines during this period: jewelry 
stores, 12 per cent; fur shops and drinking places, 7 per cent; tire and battery dealers 
and women’s accessories, 5 per cent; liquor stores, second-hand stores and women’s 
ready-to-wear, 4 per cent, Although these declines are slight in most cases, in view 
of steadily rising prices they portray a greater decline in unit sales, It is significant 
that the three groups showing the greatest decline - jewelry, furs and bars - are all in 
the so-called luxury class, 


On the other hand, many retail groups showed substantial gains for the first ten 
months of 1947 over the first ten months of 1946. 


Automobile dealers enjoyed a 74 per cent increase in dollar sales, household 
appliances were up 50 per cent, heating and plumbing equipment rose 35 per cent, farm 
equipment rose 31 per cent, and floor coverings and draperies sales increased 20 
per cent, 


(cont. on page 492) 
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MONETARY INFLATION IS ENDING 


HE chart to the left shows that the amount of actual money in circulation is no 

longer increasing, During the period from 1942 to 1946 the increases averaged 

from $4 to $5 billion a year, The total for December 1946, however, was only 
half a billion dollars higher than December 1945, and the chances are that the total 
for December 1947 will be about equal to December of 1946, 


Money in circulation is officially defined as money outside of the United States 
Treasury and the Federal Reserve Banks, The sharp drop in the total from December 


to January during 1946 and 1947 (as shown on our chart) is undoubtedly brought about 
by income tax payments paid in cash, 


During the period of the OPA the number of $100 bills in circulation increased 
rapidly, with the strong probability that a large number of these bills were being used 
as premium payments above the OPA price, In 1939, when the war started in Europe, 
47.3 per cent of all money in circulation consisted of denominations of $20 or 
more, In contrast, at the present time 62,1 per cent of all money in circulation 
consists of bills of $20 or more. Bills of less than $5 and coin in 1939 accounted 
for 27.6 per cent of the total, but in 1947 these classifications had declined to 15,8 
per cent of the total. This would clearly indicate that only a portion of the in- 
crease in the money in circulation is due to the need for more money to take care 
of higher prices, 


In a larger sense money in circulation in the United States should include not only 
currency but bank deposits as well, Relatively few of our transactions are transac- 
tions made by the payment of currency or coin. Most transactions now take place by 
the transfer of bank credit. In one sense, even E, F and G government bonds and all 
other similar obligations which can be turned into cash at will, form a part of our 
money reserves, An E bond which can be exchanged for cash on demand to the aver- 
age individual is the equivalent of cash and probably reduces the amount of cash he 
would otherwise accumulate for emergencies, 


If we include in “money” all coin and currency as shown on this chart plus bank 
deposits, we find that the currency and credit has increased three times since 1939 
and six times since 1932, This, of course, is the real reason for the upward move- 
ment of prices, 


The Marshall Plan by withdrawing goods from the American market at the same 
time that the workers in the United States are paid currency or credit for the pro- 
duction of these goods, will distort still further the relationship between money and 
goods by increasing the money and credit per capita and decreasing the amount of 
goods that this money and credit would buy, It is our belief, however, that during 
the period in which the Marshall Plan will be in operation, currency and credit 
would otherwise shrink and the supply of goods available for purchase would increase, 
This, without the Marshall Plan, would bring a drop in prices, With the Marshall 
Plan we think that over a period of years prices will still drop but not by so greata 
percentage, 
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INVENTORIES, NEW ORDERS, SHIPMENTS AND SALES 
(cont. from page 489) 
Inasmuch as most retail sales figures are given in dollar volume, let us analyze 
some of these figures in view of changes in the price level in order to see whether 
or not the increase was caused by price increases or by higher unit sales, 


The dollar sales of retail food stores rose only 9 per cent during this period, At 
the same time, the food price index rose from an average of 154 in 1946 to 192 in 
1947, an increase of nearly 25 per cent, This would certainly seem to indicate that 
the nation is feeling the effects of inflated food prices and is beginning to become a 
good deal more careful of its food purchases, 


In a survey of seventy-five cities of more than 100,000 population Gary, Indiana, 
and Kansas City, Kansas, reported the greatest increase in retail sales for 1947 over 
1946 - 26 per cent. Hartford, Connecticut, increased 23 per cent; Erie, Pennsylvania, 
retail sales increased 21 per cent; and Reading, Pennsylvania, Denver, Colorado, and 
Sacramento, California, increased their retail sales by 20 per cent. Increases were 
also reported by Memphis, 18 per cent; Detroit and Scranton, 17 per cent; Oakland, 11 
per cent; and San Francisco, 7 per cent, 


Cities showing the smallest increase were Oklahoma City, 2 per cent; Salt Lake 
City and Dayton, 3 per cent; and Dallas, 4 per cent. 


BUSINESS FAILURES 

(cont. from page 487) 
failures for 1947 will amount to approximately one-tenth of 1 per cent of total business 
in operation,) The number of new businesses formed is also very important, as is 
the number of withdrawals from business, exclusive of failures, Since the middle of 
1944 the number of new businesses formed each quarter has exceeded the number of 
withdrawals, Latest figures show that in the first quarter of 1947, 122,000 new busi- 
nesses were formed against 53,200 withdrawals, 


Another factor influencing the future stability of new business is civilian population 
growth, Since 1940, our population has increased about 8.5 per cent, while the total 
number of businesses has increased 15,3 per cent, All things considered, this does 
not seem to be too rapid an increase for the nation as a whole. There is one region 
in particular, however, where the number of businesses appears to have increased too 
rapidly in proportion to population growth - the East South Central region, which has 
lost three-tenths of 1 per cent in population but which has increased its number of 
business firms by 30 per cent since 1940, On the other hand, the Pacific region has 
had a 40 per cent increase in population since 1940 and only 21 per cent increase in 
the number of business firms, Apparently a good deal more business additions may 
be expected in this area, Comparison between civilian population increases and 
business population increases in other regions show the following: New England, 
civilian population increased 10 per cent, business population increased 9 per cent; 
Middle Atlantic, civilian population increased 4 per cent, business population in- 
creased 10 per cent; North Central, civilian population increased 7 per cent, business 
population increased 10 per cent; South Atlantic region, civilian population increased 
9 per cent, business population increased 29 per cent; West South Central, civilian 
population up 6 per cent, business population up 22 per cent; and Mountain region, 
civilian population up 5 per cent, business population up 16 per cent, 
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